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BUILDING SOCIETIES AND BUILDING FINANCE. 


Recent White Papers and other pronouncements have thrown 
additional light on future housing policy. In the first two years after 
the war building activity is to be concentrated on repair, maintenance 
and capital equipment, and only some 220,000 permanent houses are 
to be completed, provided sufficient labour and materials come forward 
in time. A substantial part of the housing programme in this period 
will be carried out by local authorities, while private enterprise will 
be made responsible for the bulk of new houses when the shortages 
of labour and material and the excessive level of building costs have 
passed. Subsidies will be given to local authorities and private enter- 
prise alike, higher building costs bringing forward higher subsidies. 

A limited guaranteed week of 32 hours will be granted to building 
labour and a labour force of 1,250,000 is to be built up. No legisla- 
tive measures have been made known with regard to the establishment 
of priorities in the supply of labour and materials and in the passing 
of building plans. It has also not yet been decided how far, if at all, 
prices and quality of materials and construction are to be controlled 
The compulsory registration of builders, who would conform with 
high standards of work and in this way guarantee quality housing, 
has been postponed until a voluntary scheme has been tried out. The 
possibilities of bulk purchases of materials have not yet received much 
attention, and no central responsibility for the provision of cheap 
money has been established. 

It is within this general framework that private enterprise is expected 
to satisfy the housing needs of the nation after the two years of post- 
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war emergency. The largest part of private enterprise housing in 
the inter-war period was financed by the building societies and the 
question arises whether they will play a similar role after this war 
and with what consequences. 


THE DEVELOPMENT OF HOUSE OWNERSHIP. 

The building society movement in its present form—as a large- 
scale investment and mortgage institution—is of so recent date that 
it cannot yet be stated whether its phenomenal rise was due to some 
special circumstances of the inter-war period or whether it is part of 
an organic long-term development connected with the rising standard 
of living and particularly of housing, and with an improvement of 
transport facilities. Before the first world war go per cent. of all houses 
in this country were built to let, and at the outbreak of the present 
war not more than one-fifth of Britain’s population occupied their 
own houses. In the 35 years between 1890 and 1924 the mortgage 
assets of .building societies had increased by only £72 million and 
total assets by £93 million; in the 15 years up to the end of 1938 
they grew by £567 million and {614 million respectively. 

The building societies have today not less than two million share- 
holders, some 760,000 depositors and 1,400,000 borrowers.1 The 
average account of shareholders is now about {285 and of depositors 
£200. Most remarkable was the comparative immunity of the build- 
ing societies from the crisis of the early thirties and from the two wars. 
But after the last war it took six years before their activity began to 
spread so rapidly. 


TABLE I 
Development of Building Societies. 
Year Mortgage Assets Total Assets Amount advanced yearly 


£ million on mortgages 

1870 _ 18 

1890 48 52 

1913 61 65 9 
1919 58 77 16 
1923 99 125 32 
1924 120 145 41 
1929 268 313 75 
1932 388 469 82 
1938 687 759 137 
1943 576 769 28 
1944 562 795 53 


The peak year for new mortgage business was 1936 with £140 million 
advanced on new mortgages, while the highest level of total assets 
and of mortgage assets was reached in 1939 with £773 million and 
£706 million respectively. The sum of advances on new mortgages 
for the five years 1935-39 amounted to £640 million, so that the average 
length of mortgages seems to have been in the neighbourhood of only 
five and a half years. This rather surprising phenomenon can _be 
observed throughout the inter-war period, at the beginning of which 
the average length of a mortgage was apparently in the neighbour- 


1The three categories overlap to a certain degree. 
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hood of four years.1 According to various statements mortgages 
‘are generally repaid within eight years. The discrepancy could be 
explained if a considerable proportion of mortgages was repaid within 
a few years. 


‘ TABLE II | 


Relation of Short-Term Mortgages to Total Mortgages. 


Year 5 years’*new Total mortgage Year 5 years’ new Total mortgage 
mortgages assets mortgages assets 
£ million £ million 
1924 140 120 1932 394 388 
1925 165 146 1933 439 423 
1926 197 171 1934 489 476 
1927 231 198 1935. 531 530 
1928 257 228 1936 581 587 
1929 291 268 1937 636 636 
1930 330 316 1938 670 687 
1931 368 361 1939 640 706 


* The five years include the year given in the first column and the four preceding 
years. 


The building society movement seems thus to have catered largely 
for a class of people who could pay for the purchase of their house, 
plus fees, plus interest, in the course of three to eight years, although 
the official maximum of building society loans is 20 to 25 years. In 
this way the aggregate interest burden (to the owner), which in the 
course of 20 years may considerably add to the rental charge of the 
house, has been reduced. Either the building societies were extremely 
careful in the selection of their debtors, or only people with secure 
incomes were ready to purchase houses with the help of mortgages. 
No doubt the building societies did not suffer from a lack of funds 
and their propaganda and competition in order to interest people in 
the purchase of houses seems sufficient proof of this. 


Liquid Assets of Building Societies as Percentage of Total Assets 


year % Year % 
1919 25 1932 17 
1923 21 1938 10 
1924 17 1943 25 
1929 14 1944 30 


From which income groups were potential house owners recruited ? 
Only few data exist in this respect as the building societies do not 
publish and in most cases do not collect or classify the relevant stat- 
istics. From the few facts available it is apparent that the concept 
of the building societies as a purely middle-class affair is erroneous. 
The Ministry of Labour budget enquiry 1937/38 found that in 18 per 
cent. of industrial working-class households and in 4.5 per cent. of 


1 If five years’ new advances add up to {mill. 640, the average per year would be 


ill. 128 but the sum of a// mortgages not yet repaid was only {mill. 706 in 1939, 
gee, at that time the average period of a mortgage must have been about— 
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agricultural households weekly payments for house ownership were 
made. An enquiry recently carried out by the Bournville Village 
Trust in Birmingham showed 14 per cent. of working-class houses as 
owner-occupied. On two thirds of these houses mortgages had still 
to be paid, one-third of the weekly payments being above 15/-. An 
enquiry of the Institute of Public Opinion in 1944 gave also 14 per 
cent. of working-class houses as owned or being bought for ownership. 
The distribution of the two million houses financed by building societies 
between the wars may perhaps be estimated at 700,000 houses in the 
group above {10 net (pre-war weekly income), one million houses in 
the group of £5-10 and 300,000 houses for those below £5. 


THE EFFECT OF CHANGES IN NATIONAL INCOME. : 

In the course of the war the number of income earners above £500 net ot 
income tax had, by 1943, hardly risen, from 680,000 to 700,000, but those 
with a net income of £250-500 (aver. £290) numbered in 1942/43 5,300,000 
compared with 1,820,000 in 1938/39. In the group {150-250 (net) 
there were now seven million income earners instead of 4,500,000 in 
1938/39. On the basis of these figures a largely expanded market 
for the sale of houses could be expected, but in estimating conditions 
after the war we have to exclude special war-time factors such as the 
increase in normal working hours, in Sunday and night work, migration 
into higher-paid industries etc., which up till January, 1944, were 
estimated to account for an increase in earnings of some 35-40 per 
cent. over pre-war. 

The 32 per cent. increase in wage rates! may continue in the post- 
war period, but it is outweighted by the increase in the cost of living? 
which was higher than that in wage rates, and corsiderably higher 
than that in the level of salaries, interest and rent. The average net 
income of the two groups ({250-500 and over £500) has decreased 
from £350 and £1,090 (at 1938/39 prices) to £290 and {£660 (at 1942/43 
prices) respectively. Even if the tax burden should be slightly 
relaxed, there is little likelihood that it will be lowered to the pre-war 
tate of 5s. 6d. The situation is worsened by the fact that building 
costs have risen by about three times as much as the official cost-of- 
living index, and owing to the necessary improvements in wages and 
working conditions of building labour, and of the extreme rise in the 
price of timber, are likely to remain relatively high. 

We have thus this situation. Before the war the potential supply 
of houses for purchase from building societies was larger than the 
demand. Two million suitable customers have disappeared from the 
housing markt, satisfied by the purchase of a house, and will stay 
away, it may be assumed, for the next 40 or 60 years. The real earnings 
of potential purchasers will have been reduced by the. increase in 
taxation (direct and indirect)’and in the costs of living, while building 
costs and prices for houses will have risen. 

At the same time, as a result of technical progress taking place since: 
the outbreak of war, total real national income may in 1947, that 


1 Referring to the beginning of 1943 (it is now near 45%). 


: * As measured in the Government White Paper on National Income and Expendi- 
ure, 


152 


is when private enterprise is expected to start on a large scale, have 
increased by some 15 per cent. and the number of employed, owing to 
an increase of persons of insurable age and to a decrease in unemploy- 
ment, may have risen by one million or some 6.5 percent. This increase 
in national income will provide an additional market for the sale of 
houses. 

We have still to consider the influence of wartime savings on the 
future sale of houses. Investigations carried out into savings suggest 
that about 50% of ‘small’ savings are held by 10-12% of the saving 
families, many of whom probably belong already to the house 
owning class; but a number belonging to this group of savers will, 
with the help of their accumulated wartime savings, be enabled to 
put down the deposit required by building societies as a condition for 
mortgages. The savings movement has assumed such proportions 
that 1% of the total represents at least 200,000 savings accounts. 
Although in the samples collected three-fourths of the savings accounts 
amounted to less than £100 each, it has to be taken into consideration 
that, on the average, each family owns some 1.7 saving accounts. 

On the other hand, small savings have been largely offset by private 
dis-investment in course of the war. It has been estimated that {£1,700 
million (at 1938 prices) of savings! probably available for spending in 
the transition period will roughly cover the aggregate wartime 
deficiency of semi-durable and durable consumption goods such as 
clothing, household goods, and motor cars. The consumer’s choice 
for the use of his savings will range from wireless and television sets, 
bicycles, cameras, vacuum cleaners, etc., to a decent family holiday 
provided he does not decide to maintain the bulk of his savings for a 
rainy day. It will depend on low housing costs and on the probability 
of stable employment how far the strong pull of scarcity will attract 
small savings to be employed for the purchase of houses. Current 
income may, after the war, play a greater role in this respect than the 
actual size of the savings account. 

Before the war the building societies had, of course, not exhausted 
the possibilities of house ownership, but the existing reserves of idle 
capital and of idle building labour at a time when urgent housing needs 
were not met, suggested that their methods of finance were not adequate. 
A revision of the financial and legal machinery for the purchase and 
sale of houses seems therefore necessary. 


MORTGAGES AND RENT. 


Most building societies adhere to some guiding rule in giving advances; 
for instance, the borrowers’ regular income should not be less than 
one third of the loan, or repayment of the loan plus rates should not 
take more than one-fourth of a person’s income, so that someone with 
an income of {250 may pay up to 24s. per week. Generally a consider- 
ably smaller proportion of income is spent for this purpose. The 
rent from sub-letting) of industrial working-class households was 


1 Equalling a half of wartime savings. See M. Kalecki, ‘Employment in the 
U.K. ...’ Bulletin Vol 6, No. 16-17. 
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enquiry undertaken by the Ministry of Labour in 1937/38 showed that 
the average rent (inclusive of rates and water charges, exclusive of 
10s. 8d. for 3.9 rooms including kitchen, while the weekly payment 
of those buying their houses amounted to 12s. gd. out of a total 
expenditure of 86s. 3d., that is 12.5% and 14.8% respectively. An 
enquiry into budgets of teachers in 1937 gave the following data.* 


Rent, rates and repairs as % of total expenditure. 


Net income Rented houses Mortgaged houses 
£200-300 23.6 26.9 
£300-400 19.6 7a is, 
£400-500 ES 16.9 
Over £500 13.0 15.2 


The Institute’s budget enquiries for 1943/44 gave 13% for families 
with an income of £300-350 net. According to the sample enquiry 
carried out by the Institute of Public Opinion the respective average 
rent of the three income groups over {10, £5-10, and under £5, were 
26s. Id., 19s. gd. and 12s. 4d. and the share of rent in total expendi- 
ture was 9.8, 14.2 and 22.1 per cent. respectively. The New Survey 
of London Life and Labour gave 1g per cent. for incomes of £3, and 
14 per cent for incomes near {5. The 25% rent/income standard 
applied by many building societies excludes all those with the custom- 
ary lower rent/income relation from qualifying for a mortgage. The 
rejection of this category of borrowers accounts perhaps partly for 
the phenomenon that there is hardly any market for loans with a 
period of repayment between Io and 20 years. As long as this gap 
is not filled, prolongation beyond 20 years will in itself be of little 
avail. 

The situation with regard to working class housing would be aggra- 
vated by the increased cost of building. If we assume that building 
costs, after two years, will fall to 50 per cent above pre-war prices, 
a building society house of £800 would cost {1,200.2 This price would 
involve a weekly charge of some 33s. 6d. If we add 12s. for rates, 
repairs, insurance, etc., the weekly costs would be over 45s., which 
on the 1:4 basis demands an income of fo. 

‘On the basis of the 13% spent on rent in the upper income groups 
in general, the necessary weekly income would be nearer £17. 

Average costs of house ownership, exclusive of rates, repairs and 
insurance, can be measured by the annual repayments made by 
borrowers to the building societies. They amounted to :— 


in 1931 £61+£26 for interest {£87=33s. 4d. weekly 


RCE OLE SL me {100=38s. 4d.__,, 

» 1934 £95=36s. 4d. ,, - 

KY 1935 £92=35s. 4d. ” 

», 1936 £89=34s. 2d. of 
1 P. K. O’Brien, 


‘A Middle-Class Budget Enquiry,’ Review of Economic Studies, 
June, 1937. 
* At present the cheapest sub-standard house costs over £1,000. 


154 


According to the relation between interest and capital repayment 
the length of the mortgage seems to lie between five and nine years. 
There was a steady decline in the weekly charges, but the absolute 
level of weekly payments would suggest a necessary average income 
of £7 at pre-war prices, equivalent to a yearly income of £365. The 
range between lowest and highest incomes of borrowers is, however, 
considerable. We have seen that a small proportion of borrowers 
comes from the income group under {250. The upper limit of the 
group ‘ over £1,000’ is unknown. 


MORTGAGE ADVANCES. 

Average advances over {1,000 rose steadily after 1930 from £1,835 
to {2,727 in 1936. As a result the proportion of advances above 
£1,000 to those under {1,000 was now 1:3 compared with 1:4 in the 
years 1928 to 1933. -This development may be partly due to loans 
granted for the more expensive type of house, but largely to the increase 
of mortgages on groups of houses for investment. In the six years 
March 1933 to March 1939 the' proportion of houses built by private 
enterprise? and occupied by persons other than the owners (totalling 
373,000 houses) rose steadily from 19% to 35%. In these cases the 
rent charged has to carry the risk and profit for the investment with 
the building society and for that of the middleman who is usually 
a speculative builder. As the peak period of houses built for the owner- 


TaBLe III 
Mortgage Advances of Building Societies, 1928-1944. 

Year Not exceeding £1,000 Over £1,000 

No. in { mill. Average No. in f mill. Average 

000’s £ 000’s 
1928 110 47 427 6.7 12 1791 
1929 133 58 436 8.6 16 1907 
1930 149 70 470 10.3 19 1835 
1931 a5 2 72 474 9.9 19 1889 
1932 151 67 444 8.0 15 1875 
1933 186 83 446 9.1 20 2198 
1934 228 102 447 9.4 23 2426 
1935 230 104 452 10.5 27 2610 
1936 240 110 458 11.0 30 2727 
1937 228 106 465 12.4 31 2500 
1938 102 35 
1939 72 22 
1940/42 48 10 
1943 20 8 
1944 33 21 


1 ¢.g., ifin 1933 £25 are paid for, say, 6% interest, the capital ae must be £420. 
If annually £75 of capital are repaid, the period of repayment is as = 5} years. No 


explanation has been found why this calculation slightly differs from that based on 
Table II, but the two estimates give the range of the probable average period of 
ayment ‘ . 

~ The Building Societies provided in those years the bulk of all privately built 
houses. : : 

8 Referring to houses with a rateable value not exceeding £26 (£35 in London) 
and to years March-March, 1934: 19.0%, 1935 22.1%, 1936: 25.3%, 1937: 29.8%, 
1938: 33.1%, 1939: 34.6% (second half: 35.6%). Im the cheaper class of houses, 
vateable value not exceeding £13 (£20) the percentage rose from 29% to not less than 
46%. 
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occupier seems to have passed, non-profit making housing associa- 
ations should be given every possible support, above all subsidies 
from local rates. : 

The trend towards higher mortgages connected with the financing 
of groups of houses can be seen if we examine total mortgage balances 
by classes. 

Mortgages under {1,000 accounted in the years 1932-1938 for about 
83-85% of all mortgages, while those above £5,000 increased from 
2.9% to 5.5%. At the same time the share of the £1,000-5,000 
loans declined from 13.6% to 10.7%. Figures are also available for 
mortgages under {500 and of {500-1,000. Apparently loans up to 
£500 represented some 60% of the group ‘not exceeding £1,000’ in 
1927 and after, compared with 75% in the years following the last 
war, and almost 70% in 1944. 


TABLE IV. 
Mortgage Balances of Building Societies 1927—1938, 1944. 
Year. {1,000 and under £1,000—5,000 Over £5,000 Total . 
£ mill. % £ mill. Le £ mill. on £ mill. Ga 
1927 160 80.7 30 15.3 (als 3.8 198 100 
1928 185 81.4 34 15.1 Lo % Be 228 100 
1929 218 81.3 40 e5et 9.0 3.4 268 100 
1930 258 81.7 47 14.9 10.3 3:2 316 100 
1931 296 82.1 53 14.6 5 3.4 360 100 
1932 323 83.3 53 13.6 ig 2.9 388 100 
1933 356 84.1 53 12.6 127 3.0 423 100 
1934 405 85.1 54 11.4 15.4 5 476 100 
1935 451 85.2 56 10.7 20.7 3.9 530 100 
1936 498 84.9 60 10.4 26.2 4.5 587 100 
1937 538 84.6 65 10.3 31.2 4.9 636 100 
1938 574 83.6 74 10.7 37.5 55 687 100 
1944 450 81.5 65 11.8 35.3 6.4 562 100 
TABLE V. 
Mortgage Balances of Building Societies 1918—1927, 1939—1944. 
Year £500 and under £500—1,000 £1,000—5,000 Over £5,000 
Z{ million 
1918 30 10 10 1.6 
1919 33 11 11 2.1 
1920 40 13 12 2.6 
1921 a4 15 13 2.8 
1924 61 a2 21 6.5 
1927 95 65 30 75 
1939 335 253 77 38.7 
1944 307 143 65 35.3 


As a result of the extremely high building prices after the last war 
building societies preferred to give small advances, probably in view - 
of the very unstable conditions on the housing market. After stabili- 
sation, advances in the £500-1,000 group showed a rapid increase. As 
mortgages cover only part of the purchase price, they seem to have 
been given on property worth from £750 upwards. 

The building societies in their capacity of financial institutions 
acted on the whole with great care. This is proved by the negligible 
proportion of mortgages over 12 months in arrears. But the risk 
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involved in lending money over a period which, according to a norma! 
period of business cycles, would include two or three slumps, restricted 
the loan activities of the building societies to those whose purchasing 
power was not seriously endangered in the depression. The risk 
was similarly diminished the earlier the loan was repaid. Once 
stability of employment and of the price level were secure, the actual 
period of repayment could easily be extended to and beyond the official 
20-25 years. Even in present circumstances 25-30 years would be 
possible and one large building society has already changed its 
conditions in this respect. The annual charges would be considerably 
reduced and the market for saleable houses correspondingly extended 
if the loan were repaid in 30 instead of in 3-8 years (but see page 154). 

If the Government were not able to guarantee stable employment, 
loans to purchasers of houses could be guaranteed so that the State 
would take over the repayment whenever a borrower, owing to un- 
employment or under-employment, was unable to keep his obligations. 
Such a guarantee might act as a strong incentive towards maintaining 
stable employment and prices. 


THE RATE OF INTEREST. 

A public guarantee could also beneficially influence the rate of 
interest charged by building societies which is closely connected with 
the risk factor. This rate reached in the year of crisis 1931 the record 
height of 5.87 per cent and fell before the war to 4.87 per cent. The 
average rate of interest given by building societies to investors was 
4.52 per cent in 1931 and 3.38 per cent in 1937. The differential between 
interest given to investors and that charged to borrowers was in 1937 
higher than in any year between 1924 and 1931, although since 1932 
it had steadily declined from the record level of 1.92 per cent to 1.49 
per cent; still the interest charged is now 44 per cent higher than 
the interest given compared with only 26 per cent. in 1924. This 
development resulted from, or at least coincided with the general 
cheap money policy resulting in a fall in the bank rate. At present 
the building societies pay some 2 per cent. for investment and charge 
4% per cent for new loans, so that the absolute differential is some 
2.5 per cent. This increase is partly due to the rise in income tax, 
the composite tax rate payable by the building societies for interest 
on money invested with them having risen from 2s. 2d. at the outbreak 
of war to 6s. in the £ in 1943/44. 

Building society loans were relatively expensive in times of cheap 
money, and although a cheap money policy is expected to continue after 
the war, relatively costly private loans for houses must be antici- 
pated. This would coincide with the accumulation of considerable 
funds, a result of the interruption of building activity during the 
war and of restricted building in the first post-war years. In 1944, 
out of £795 million total assets £235 million or almost 30 per cent. 
consisted of assets other than mortgages. Part of the present funds 
has been raised at very cheap rates of 13 per cent. and 2 per cent. 


1 The bank rate of 2% valid since 1932 represents a fall from the peak in 1929 by 
63% while the Building Society rate for mortgages fell by 17% only. 
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TaBLeE VI. 
Rates of Interest 1924—1937 
Yearly Average 


(1) (2) (3) (4) (5) 
Year Bank Building Societies Differ- (4) as a per- 
rate Given to Charged to ential centage of 
investors borrowers (2) 
1924 4.00 4.37 5.50 a3 25.9 
1925 4.55 4.35 5.50 1.15 26.4 
1926 5.00 4.39 5.68 1.29 29.4 
1927 4.65 4.39 5.69 1.30 29.6 
1928 4.50 4.54 So eZ 26.7 
1929 o50 4.54 5.07 1.23 27.4 
1930 3.42 4.65 5.82 ap by 25.2 
1931 3.95 4.52 5.87 5 29.9 
1932 3.00 3.95 5.87 1.92 48.6 
1933 2.00 3.80 5157 1.77 46.6 
1934 2.00 3.80 5.44 1.64 43.2 
1935 2.00 3.64 5:2 1257 43.1 
1936 2.00 3.45 4.97 52 44.1 
1937 2.00 3.38 4,87 1.49 44.1 


and has been invested in 2} per cent and 3 per cent securities. Since 
investment in building societies is tax free to the investor, i¢ will, 
with the present rate or even a slightly reduced rate of taxation, remain 
highly attractive even 1f a comparatively low rate of interest is paid. Similar 
considerations apply to the repayment of mortgages, which can be 
deducted from taxable income, a privilege which does not apply to 
normal rent. Thus at present someone paying 20s. on a mortgage 
may save 3s. 3d. or 5s. on taxes, reducing the actual payment to 
16s. gd. or 15s. respectively. 

In this way the State ‘subsidised’ the housing of those who 
qualified for loans. Once the State or local authorities guaranteed 
loans to individuals or preferably to housing associations against 
certified standards of management, construction, design and layout, 
this tax relief or a sum equal to it could be granted to those who would 
not qualify for house purchase under present conditions. Experience 
with loans guaranteed so far under the Housing Act 1936 shows that 
losses incurred are very small. 

The building societies could also cheapen the cost of borrowing 
by shifting the weight of investment from shares to depesits, on which 
$ per cent less interest is generally paid, and by lowering the cost of 
management through amalgamations of the smaller and medium 
sized societies. If the building societies are unable to cheapen their 
loans, and if the Government cannot secure stable employment or 
alternatively guarantee loans given to purchasers of houses or housing 
a the market for the sale of houses is bound to be relatively 
small. 

It is this prospect which caused the building societies to investi- 
gate the possibilities of financing houses for letting. But the Committee 
set up some years ago for this purpose has, it seems, not yet produced 
a workable scheme. The building societies have here to compete 
with local authorities which have more favourable terms for loans. 
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In addition, the whole history and structure of the building society 
movement is built on the sale of houses. As long as business cycles 
and changes in the rates of interest, in building costs and in the price 
of real estate are possible or probable, and as long as_ technical 
progress in house building is as rapid as at present, the value of houses 
may vary to such a degree during the currency of the mortgage! that 
houses built for letting to private individuals are not a very suitable 
investment for a savings institution such as the building societies. 


PLANNING FOR STABLE EMPLOYMENT AND BULK PURCHASES. 

It would be a more promising approach if the building societies 
were to contribute to the ironing out of the trade cycle by an anti- 
cyclical house-building programme—unemployment in the building 
industry rose to 33 per cent. in the first quarter of 1933. The import- 
ance of building societies for the building materials industry can easily 
be calculated. Onthe assumption of an average price of {800 for a 
house financed by the building societies, two million houses cost 
£1,600 million. As 60 per cent.*of building costs were, before the 
war, represented by building materials, £960 million worth of building 
materials were bought for houses erected with the help of building 
societies. This meant an _annual average rate of about {100 
million. Here seems to lie an ideal field for stabilising output and 
reducing costs by long-term bulk purchases and mass production. 
But these problems.can only be solved in close co-operation of building 
societies, housing corporations and local authorities. Various changes 
in the statutes and powers of these bodies would be necessary, and 
might best be carried out within the framework of a public housing 
corporation. The artificial separation between local authorities 
building for people living in slums and overcrowded areas, and building 
societies providing for families with stable incomes and considerable 
savings has left the large section between these two groups without 
houses. 

If the building societies adhere to the merely financial function of 
a mortgage institution, they may not only face increasing competition. 
by other financial institutions, such as banks, unit trusts, and insur- 
ance companies, which in time of cheap money consider houses as 
profitable investments, but they may in fact delay the fulfilment 
of the housing programme. However, the building societies with 
their great experience could, in a housing programme planned on a 
national scale, act as one of the channels to the consumer and, together 
with the local authorities, help to counteract the business cycles, 
to cheapen building costs by financing bulk purchases and to encourage 
scientific management. It is in this capacity that they can fulfil a 
useful function in the national building programme. aint 

. OOS. 


1 A possible surplus of houses resulting from a declining population may, in the 
ourse of the next fifteen years also lower the value of houses erected now. 
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AGRARIAN REFORM IN EASTERN EUROPE. . 


1, THE DISTRIBUTION OF THE LAND BEFORE THE RECENT CHANGES. 
Although the countries of Eastern Europe passed Land Reform 
Acts after the last war, large estates survived in all of them. The 
scope of the reform varied. In Poland and Hungary the results were 
inconsiderable ; the feudal remnants of the distribution of land were 
on the whole maintained. Even in the Eastern parts of Czechoslovakia 
large holdings (over 250 acres) in 1930 covered more than a quarter 
of the cultivated area. Different estimates have been made of the 
share of large holdings in Rumanian agriculture after the reform, 
ranging from 10% to 25% of the cultivated area. Only in Yugoslavia 
and Bulgaria does peasant farming extend over the bulk of the land, 
mainly because of developments prior to the land reform of 1919-1920. 
The Table below shows the distribution of agricultural land by 
size of the holding and the distribution of holdings in the different 
size groups. The figufes for the various countries are not strictly 
comparable ; because of differences in classification, in definition and 
in the base year, only broad inferences can be drawn from the figures. 
DISTRIBUTION OF AGRICULTURAL LAND AND HOLDINGS IN EASTERN EUROPE 
BY SIZE OF HOLDING.* 


(In Percentages of Total of Agricultural Land, or Total No. of Holdings: 
L=Land; H= Holdings.) 


Country Size of Holding in Acres : 
0-2.5 2.5-12.5 12.5-25 25-125 Over125 Total 
Poland * L 2 20%, 22 26. 30 700 
ise oe 46 > 22 123 i 700 
Czechoslovakia 1, 2 21 20 37 20 700 
i H 28 43 15 13 1 700 
Rumania L 2 34 24 21 19 100 
H 19 56 17 7 1 700 
: (0-1.42) (1.42-14.2)(14.2-28.4) (28.4-142) (Over 142) 
Hungary aL 2 2h 15 22 40 700 
H 38 47 9 5 1 100 
Bulgaria L a 29 37 325° 1 700 
=) 14 50 26 10 0-1 700+ 


Sources: Statistical Year-books of the various countriés, International Year- 
: . book of Agricultural. Statistics, and national agricultural statistics. 


*The data relate to 1930 for Czechoslovakia and Rumania, to 1935 for 
Hungexy, and to 1934 for Bulgaria. For Poland, the figures relate to 1921 
and to the distribution of arable land only, for the 1938 territory ; the land 
distribution on the basis of the 1931 Census has not been published. 


2. PROVISIONS OF THE LAND REFORM DECREEX, 

_ During the last 12 months a second Land Réform has been enacted 
in all the countries of Eastern Europe. The decrees, differing in 
details, have certain basic provisions in common: the confiseation of 
all land belonging to Germans or traitors ; the confiscation or redemption 
of all holdings exceeding a certain maximum of’ usually 125 aeres (or - 
only of the excess) ; the land to be distributed to agricultural labourers 
and small peasants with a maximum size of the new holding of about 
12 acres ; new holdings not to be alienated, subdivided, mortgaged or 
rented without permission ; confiscation and/or distribution of the 
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land to be in the hands of locally elected Committees of Claimants; 
payment by the new owners for the land acquired under the reform 
to approximate the value of one or two harvests and to be spread 
over up to 20 years; pastures and/or forests to be transferred into 
State or Communal ownership. 

In Hungary, Rumania and Slovakia the agrarian laws were enacted 
only in March of this year and the distribution is still in progress ; 
‘in parts of Rumania and Hungary, seizure of land by the peasants 
actually preceded (and speeded up) the publication of the decrees. 
Only in Poland have the operations proceeded sufficiently far to make 
it possible to obtain a picture of the extent of the changes that are 
going on. The Minister of Agriculture in the Polish Provisional 
Government reported at the beginning of May that nearly 9,000 estates 
covering 10 million acres have been confiscated, rather more than half 
the land being arable and available for distribution. Allocation had 
been completed in respect of 300,000 families ; the greater part of the 
land (56%) going to former estate employees and other landless families, 
the remainder being used to increase the size of dwarf and small holdings. 
Transfers of a similar order of magnitude are going on in Hungary and 
Rumania. 

Even under normal peace-time conditions it- would have been a 
difficult, if not impossible, task to supply at short notice the implements 
and live-stock required for the satisfactory equipment of hundreds of 
thousands of new holdings. In the post-war situation, with a loss of 
livestock of up to 50% and with many machines destroyed or removed, 
the peasants—unaided—would not be able to cultivate the land. 
This appears to have been the primary reason why the Rumanian 
decree, for instance, provides that tractors, steam engines and other 
agricultural machines on divided-up estates shall pass to the State 
which will create, in each district, centres hiring out agricultural 
machinery to the peasants. Other agricultural implements and 
draught animals are, however, to be distributed together with the 
land. A somewhat similar provision is contained in the Hungarian 
decree: if the division of farm buildings, machines and equipment 
among the recipients is not in the interest of production, they must 
be transferred into the ownership of the agricultural co-operative to 
be formed of the recipients of land. In Poland, too, Mutual Aid 
Associations are to be formed in the villages and will take over at 
least the supply of the services of such tractors as are available, to 
the peasants. 


3. CULTIVATION OF THE LAND AFTER REDISTRIBUTION. 

The new authorities are, of course, aware of the economic draw- 
backs of small-scale farming. According to a dispatch by an American. 
journalist, Mr. Leigh-White, of the Chicago Daily News, who had _ 
recently been in Poland: ‘ Minister of Agriculture Bertold frankly 
_ admits that, even with land reform, farming will continue to be inef- 
ficient, and the peasants admitted it: but apparently small-crop 
farming is the way they want it, and that is the way it will be until 
the projected peasants co-operatives can work out new methods 
adapted to the new conditions of ownership in Poland.’ The position 
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was amplified by another American correspondent, William Lawrence‘ 
of the New York Times, ‘ Poland’s new landowners—the beneficiaries 
of the Government’s agrarian reform programme—are rugged indivi- 
dualists who want no part of collectivised farming, even though it 
may be more efficient ; who praise highly the land that has been given 
them, but wish the initial allotment were greater; and whose chief 
complaint is the shortage of horses with which to sow and harvest crops.’ 

The actual working arrangements in Poland were described by. 
Lawrence as follows: ‘ From the peasants and government leaders we 
found out that each of the peasants receives a title deed for his plot 
of land. He may build a house on his plot, and many are expected 
to do so; this will curtail somewhat the village system of Polish rural 
life. He is free to raise whatever crops he will without regard to the 
cultivation plan of his neighbour.’? 

The underlying attitude, influenced by the difficulties experienced in 
Russia in the early thirties, appears to be that collectively planned 
farming cannot be introduced by a stroke of the pen. In the present 
state of social development, conditions are such that the land hunger 
of the peasants must first be satisfied. A higher stage of co-operative 
farming will only be reached if and when the peasants can be convinced 
of its advantages and if technical equipment is available. This 
interpretation is corroborated by the provisions of the Bulgarian law on 
agricultural co-operatives of February, 1945, the only one of its kind. 
The preamble summarizes the advantages of large-scale over small- 
scale farming. While, however, the new co-operatives are to receive 
State assistance in the supply of finance, equipment and technical 
advice, entry into the co-operatives is to. be strictly voluntary.? 
Peasants will retain their land even if they decide to withdraw from 
the co-operative.* (Hence the term ‘labour co-operative farm’). The 
decree also refers to existing agricultural co-operatives as facilitating 
the further development. However, no sudden transition to co- 
operative farming is envisaged. 

The question whether the new holdings will be large enough to 
support the owner is also being discussed. Quoting again from the 
recent report by the Polish Minister of Agriculture: ‘If the distribution 
of land were to be carried out according to the 1925 principles.... 
leaving the peasant economy outside planned productivity.... in 
such a case the new holdings would lead a hand-to-mouth existence 
and without the aid of machinery would not be self-supporting.’ 
Peasants’ Mutual Aid Associations supplying machinery, and co- opera- 
tive ownership of the agricultural industries are intended to bring 
about the transition from subsistence to market farming, raising the 


: 1JIn June, 1945, the Polish Provisional Government passed a decree, accord- 
ing to which the Ministry of Agriculture was instructed ‘to safeguard the right 
of every landowner to be full master of his land and of the agricultural equip- 
ment and the harvest he collects.’ 

*“ When organising labour co-operative farms, one should act only through 
conviction and example and never with force. Only thus shall we be able to 
attract convinced members and to solve the co-operative farm problems.’ 
(Speech by Popov, Bulgarian Minister of Agriculture, in April, 1945). 

* If their land forms part of a block of land, they will receive an equivalent 
area on leaving the co-operative. 
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productivity of small holdings. ‘In future our peasant will not only 
consume his produce but will be primarily a methodical producer and 
processor of foodstuffs.’ 

4. Economic EFFECTS. 

It is also realised that in Poland at least the land reform will not 
solve the problem of agricultural overpopulation. ‘In the territories 
where we have already carried out the land reform, there was not enough 
land for all the peasants.’ (Polish Minister of Agriculture in an inter- 
view in January 1945). The solution envisaged is only partly settle- 
ment in the Western districts, but mainly the expansion of agricultural 
industries and of industry as a whole. ‘ The peasants now have land. 
They have become richer and are thus becoming consumers of industrial 
goods. Their number is vast. To satisfy their demand, it will be 
necessary to expand industry and thus employ more workers.’ A 
similar position will probably arise in Rumania. Only in Hungary 
will the position be easier and there may perhaps be sufficient land 
for most of the claimants, although the statistical position is not quite 
clear. In any ¢ase this statement applies only to the country as a 
whole and not to all its regions; a certain amount of inter-regidnal 
movement will be necessary. 

Any appraisal of the effects the redistribution of land is likely to 
have on agricultural production, can only be tentative and conditional. 
Its immediate repercussions are bound to be unfavourable. A reform 
of such magnitude cannot be accomplished without some interference 
with production and without numerous adjustments. Thus it was 
reported from the Polish districts East of the Vistula that the winter 
wheat and rye acreage sown was only 3} million acres against the 
Government’s schedule of nearly 44 million acres. The main reason 
was that landlords who were to lose their land refused to provide 
seed; but the Government’s reform programme was also behind 
schedule in the early days. In Rumania too, spring sowing had to. 
make up for deficiencies in winter sowing. dita! 

Much will, of course, depend on the way in which the land will be 
cultivated and on the measures taken by the State to deal with the 
new situation. As already mentioned, pooling of machinery and its 
collective use will be necessary under present conditions if production 
is to be maintained. But also.in the long run “some such solution is 
probably the only practicable solution in the districts of a specially 
low rain fall,’1 i.e. in the wheat and maize areas of Hungary, Rumania 
and Bulgaria. Even in mixed farming regions, co-operation could be 
applied in the growing of food and fodder crops to ensure a higher 
technical level of cultivation, while live-stock would be kept by the 
individual peasants..2_ The level of farming is, of course, also affected 
by the supply of technical advice, of quality seed and breeding animals. 
Already a large number of agricultural research stations have been 
set up in Poland. On the other hand, supply of fertilisers, improve- 
ments in transport and irrigation schemes may have to wait till a 
higher stage of industrial reconstruction has been reached. 

Much will also depend whether machinery will be hired out to the 

“ 1p, Lamartine Yates and D. Warriner ‘ Food and Farming in Post-War 

Europe,’ p. 70. 2 See ibid. p. 74. 

163 


peasant to be used according to his own plans, or whether one common 
plan will be agreed upon for a village as a whole. In view of the small- 
size of the holdings, the prevalence of the strip-layout, and the extreme 
scarcity of machinery, the second alternative seems to be more 
appropriate. The formidable obstacles that stand in its way have 
already been mentioned though they need not exist everywhere in 
the same degree.” To the extent that traditional forms of collective 
cultivation still survive, the new forms of agricultural co-operation 
will not constitute a radical departure and more. extreme forms of 
peasants’ individualism can be effectively counteracted. The instruc- 
tions on the application of the agrarian reform in Rumania make the 
following point: ‘Cases have been brought to notice where those 
receiving land grants hoe over the land, in order to sow other seed. 
Urgent measures will be taken to stop this procedure, which, in view of 
the country’s present needs constitutes the crime of economieSabotage.’ 

It is almost certain that in the long run the break-up of large estates 
will lead to a more intensive type of cultivation, to an increase in live- 
stock and dairy farming at the expense of wheat and maize. Such 
a tendency was even observable after the last land reform, although 
it is difficult to disentangle the economic consequences of the reform 
from the effects of price stimuli on the world market and from the 
aftermath .of the war. Intensive agriculture will offer more employ- 
ment per unit of land and more regular work through time, thus 
alleviating the twin-problem of over-population and seasonal agri- 
cultural unemployment. 

The increase in livestock and dairy farming will in its turn raise 
crop yields, as much of the land will—for the first time—benefit from 
the application of manure. This factor, in combination with technical 
improvements and the co-operative organisation of arable farming, 
may well maintain the supply of wheat and maize for human consump- 
tion at or near its present level, in spite of the fodder demand of the 
increased animal population. If such a development takes place, the 
land reform—apart from its social effects—will have brought about a 
change in agricultural production very much in line with nutritional 
requirements. 

To this survey one general qualification needs to be added. The 
land reform in Eastern Europe is not yet completed, conditions are 
still in a state of flux. Apart from some official statements, the main 
sources of information are the texts of the various Land Reform decrees 
and of the detailed instructions for their execution. Knowledge of 
legal provisions will have to be supplemented by economic and 
Statistical data before a more detailed analysis will be possible. 


. J. GOLDMANN. 


1 Since the above was written, the text of the Czechoslovak Decree on L: 
Reform has been published. It follows fairly closely the general shin Seo 
Section 2 of this article, with the exception that the maximum size of the new 
holdings is rather higher: 20 acres of arable land or 30 acres of agricultural 
land altogether. In western Poland, where there is likewise the problem of 
attracting settlers from the iuterior of the country, the maximum size of the 
new holdings has also been fixed at 25 acres. 
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